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September 29, 1999

The Honorable Don Sundquist, Governor
and

Members of the General Assembly
State Capitol
Nashville, Tennessee  37243

and
The Honorable John G. Morgan
Comptroller of the Treasury
Secretary of the Tennessee State School Bond Authority
State Capitol
Nashville, Tennessee  37243

Ladies and Gentlemen:

Transmitted herewith is the financial and compliance audit of the Tennessee State School Bond
Authority for the year ended June 30, 1998.  You will note from the independent auditor’s report that a
qualified opinion was given on the fairness of the presentation of the financial statements.  Because of the
unprecedented nature of the year 2000 issue, its effects and the success of related remediation efforts will
not be fully determinable until the year 2000 and thereafter.

Consideration of internal control over financial reporting and tests of compliance disclosed certain
deficiencies, which are detailed in the Results of the Audit section of this report.  The authority’s
management has responded to the audit findings; the responses are included following each finding.  The
Division of State Audit will follow up the audit to examine the application of the procedures instituted
because of the audit findings.

Sincerely,

Arthur A. Hayes, Jr., CPA, Director
Division of State Audit

AAH/rm
98/120



State of Tennessee

A u d i t   H i g h l i g h t s
Comptroller of the Treasury                                Division of State Audit

Financial and Compliance Audit
Tennessee State School Bond Authority

For the Year Ended June 30, 1998

   

AUDIT OBJECTIVES

The objectives of the audit were to consider the authority’s internal control over financial
reporting; to determine compliance with certain provisions of laws, regulations, and contracts; to
determine the fairness of the presentation of the financial statements; and to recommend
appropriate actions to correct any deficiencies.

INTERNAL CONTROL FINDINGS

Inadequate Accounting Procedures and Recordkeeping*
The authority does not have practical guidelines and procedures to ensure transactions are
properly recorded.  The many problems with the authority’s financial statements contributed to
the delay in completing the Tennessee Comprehensive Annual Financial Report (page 8).

Cash Reconciliations Not Properly Performed
The authority did not properly reconcile the cash accounts.  As a result, the cash accounts
contained several significant discrepancies.  Also, the Statement of Cash Flows did not balance by
$205,603 (page 9).

Significant Discrepancies in the Schedule of Receivables and Supporting Documents
A review of the schedule of receivables revealed discrepancies between the schedule and the
supporting documents and schedules.  Also, numerous errors in the schedule of receivables and
journal entries forced repeated revisions, resulting in lengthy delays and duplicated effort (page
10).

* This finding is repeated from the prior audit.



OPINION ON THE FINANCIAL STATEMENTS

The opinion on the financial statements is qualified.  Because of the unprecedented nature of the
year 2000 issue, its effects and the success of related remediation efforts will not be fully
determinable until the year 2000 and thereafter.

“Audit Highlights” is a summary of the audit report. To obtain the complete audit report which contains all
findings, recommendations, and management comments, please contact

Comptroller of the Treasury, Division of State Audit
1500 James K. Polk Building, Nashville, TN  37243-0264

(615) 741-3697
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Tennessee State School Bond Authority
For the Year Ended June 30, 1998

INTRODUCTION

POST-AUDIT AUTHORITY

This is a report on the financial and compliance audit of the Tennessee State School Bond
Authority.  The audit was conducted pursuant to Section 4-3-304, Tennessee Code Annotated,
which authorizes the Department of Audit to “perform currently a post-audit of all accounts and
other financial records of the state government, and of any department, institution, office, or
agency thereof in accordance with generally accepted auditing standards and in accordance with
such procedures as may be established by the comptroller.”

Section 8-4-109, Tennessee Code Annotated, authorizes the Comptroller of the Treasury
to audit any books and records of any governmental entity that handles public funds when the
Comptroller considers an audit to be necessary or appropriate.

LEGISLATIVE HISTORY

The Tennessee State School Bond Authority was established by the Tennessee State
School Bond Authority Act, Chapter 256 of the Public Acts of 1965.  As provided in this act, the
authority is to act as a corporate governmental agency of the State of Tennessee for financing
projects of the state’s higher education institutions.  The authority is empowered to issue
negotiable bonds and notes as a means of providing funds for financing approved projects.  These
projects include buildings, equipment, structures, and improvements.  In 1980, the legislature
amended the original act to include, as a project, a program for student loans.  The amount of
funds provided should be sufficient to cover the actual project costs, as well as the authority’s
administrative expenses, including the cost of conducting the bond and note sales.

ORGANIZATION

The Tennessee State School Bond Authority consists of seven members:  the Governor,
the State Treasurer, the Secretary of State, the Commissioner of Finance and Administration, the
Comptroller of the Treasury, the Chancellor of the Tennessee Board of Regents, and the President
of the University of Tennessee.  The Governor serves as chairman, and the Comptroller of the
Treasury serves as secretary.  The Director of the Division of Bond Finance serves as the assistant
secretary; the division provides administrative and financial services to the Tennessee State
School Bond Authority.
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An organization chart for the authority is on the following page.

AUDIT SCOPE

The audit was limited to the period July 1, 1997, through June 30, 1998, and was
conducted in accordance with generally accepted government auditing standards except as
indicated in the Independent Auditor’s Report.  Financial statements are presented for the year
ended June 30, 1998, and for comparative purposes, the year ended June 30, 1997.  The
Tennessee State School Bond Authority has been included as a component unit in the Tennessee
Comprehensive Annual Financial Report.

The audit covered allotment code 307.07 – Division of Bond Finance (Fund 32).

OBJECTIVES OF THE AUDIT

The objectives of the audit were

1. to consider the authority’s internal control over financial reporting to determine
auditing procedures for the purpose of expressing an opinion on the financial
statements;

2. to determine compliance with certain provisions of laws, regulations, and contracts;

3. to determine the fairness of the presentation of the financial statements; and

4. to recommend appropriate actions to correct any deficiencies.

Although this audit was not intended to serve as an organization-wide audit as
described in the Single Audit Act, as amended by the Single Audit Act Amendments of
1996, and Office of Management and Budget (OMB) Circular A-133, Audits of States,
Local Governments, and Non-Profit Organizations, it included tests of compliance with
applicable federal laws and regulations and consideration of internal control.  This audit is
a segment of the organization-wide audit of the State of Tennessee, which is conducted in
accordance with the Single Audit Act.
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PRIOR AUDIT FINDING

Section 8-4-109, Tennessee Code Annotated, requires that each state department, agency,
or institution report to the Comptroller of the Treasury the action taken to implement the
recommendations in the prior audit report.  The Tennessee State School Bond Authority filed its
report with the Department of Audit on August 19, 1998.  A follow-up of the prior audit finding
was conducted as part of the current audit.

REPEATED AUDIT FINDING

The prior audit report contained a finding concerning the lack of practical guidelines and
procedures to ensure transactions are properly recorded.  This finding has not been resolved and
is repeated in this report.

RESULTS OF THE AUDIT

AUDIT CONCLUSIONS

Internal Control

As part of the audit of the Tennessee State School Bond Authority’s financial statements
for the year ended June 30, 1998, we considered internal control over financial reporting to
determine auditing procedures for the purpose of expressing an opinion on the financial
statements, as required by generally accepted government auditing standards.  Reportable
conditions, along with recommendations and management’s responses, are detailed in the findings
and recommendations.  Consideration of internal control over financial reporting disclosed no
material weaknesses.

Compliance

The results of our audit tests disclosed no instances of noncompliance that are required to
be reported under Government Auditing Standards.

Fairness of Financial Statement Presentation

The Division of State Audit has rendered a qualified opinion on the Tennessee State
School Bond Authority’s financial statements.  Because of the unprecedented nature of the year
2000 issue, its effects and the success of related remediation efforts will not be fully determinable
until the year 2000 and thereafter.  Accordingly, insufficient audit evidence exists to support the
authority’s disclosures with respect to the year 2000 issue made in Note 7.
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Report on Compliance and on Internal Control
Over Financial Reporting Based on an Audit of

Financial Statements Performed in Accordance With
Government Auditing Standards

January 22, 1999

The Honorable John G. Morgan
Comptroller of the Treasury
State Capitol
Nashville, Tennessee  37243

Dear Mr. Morgan:

We have audited the financial statements of the Tennessee State School Bond Authority, a
component unit of the State of Tennessee, as of and for the year ended June 30, 1998, and have
issued our report thereon dated January 22, 1999.  Our report was qualified.  Because of the
unprecedented nature of the year 2000 issue, its effects and the success of related remediation
efforts will not be fully determinable until the year 2000 and thereafter.  Accordingly, insufficient
audit evidence exists to support the authority’s disclosures with respect to the year 2000 issue
made in Note 7.

Except as discussed in the preceding paragraph, we conducted our audit in accordance
with generally accepted government auditing standards.

Compliance

As part of obtaining reasonable assurance about whether the authority’s financial
statements are free of material misstatement, we performed tests of the authority’s compliance
with certain provisions of laws, regulations, and contracts, noncompliance with which could have
a direct and material effect on the determination of financial statement amounts.  However,
providing an opinion on compliance with those provisions was not an objective of our audit, and
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The Honorable John G. Morgan
January 22, 1999
Page Two

accordingly, we do not express such an opinion.  The results of our tests disclosed no instances of
noncompliance that are required to be reported under Government Auditing Standards.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the authority’s internal control over
financial reporting in order to determine our auditing procedures for the purpose of expressing
our opinion on the financial statements and not to provide assurance on the internal control over
financial reporting.  However, we noted certain matters involving the internal control over
financial reporting and its operation that we consider to be reportable conditions.  Reportable
conditions involve matters coming to our attention relating to significant deficiencies in the design
or operation of the internal control over financial reporting that, in our judgment, could adversely
affect the authority’s ability to record, process, summarize, and report financial data consistent
with management’s assertions in the financial statements.

The following reportable conditions were noted:

• Accounting procedures and recordkeeping are inadequate.
• Cash reconciliations were not properly performed.
• The schedule of receivables and supporting documents contain significant discrepan-

cies.

These conditions are described in the Findings and Recommendations section of this report.

A material weakness is a condition in which the design or operation of one or more of the
internal control components does not reduce to a relatively low level the risk that misstatements in
amounts that would be material in relation to the financial statements being audited may occur and
not be detected within a timely period by employees in the normal course of performing their
assigned functions.  Our consideration of the internal control over financial reporting would not
necessarily disclose all matters in the internal control that might be reportable conditions and,
accordingly, would not necessarily disclose all reportable conditions that are also considered to be
material weaknesses.  However, we believe none of the reportable conditions described above is a
material weakness.

We also noted other matters involving the internal control over financial reporting, which
we have reported to the authority’s management in a separate letter.
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The Honorable John G. Morgan
January 22, 1999
Page Three

This report is intended solely for the information and use of the General Assembly of the
State of Tennessee and management and is not intended to be and should not be used by anyone
other than these specified parties.  However, this report is a matter of public record, and its
distribution is not limited.

Sincerely,

Arthur A. Hayes, Jr., CPA, Director
Division of State Audit

AAH/rm
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FINDINGS AND RECOMMENDATIONS

1. Accounting procedures and recordkeeping are inadequate

Finding

As noted in the prior audit, the Tennessee State School Bond Authority does not have
practical guidelines and procedures to ensure transactions are properly recorded.  Management
concurred with the prior finding and stated that they were “taking steps to document procedures
for recording transactions and provide training to staff in the implementation of new
Governmental Accounting Standards Board [GASB] statements related to accounting for debt.”
However, procedures have not been documented, and the authority’s late and inaccurate financial
statements indicate an unfamiliarity with the specialized accounting procedures applicable to the
authority.  As noted below, the authority had ample time to prepare for accounting changes had
effective steps been taken by management.
 

• Although the Department of Finance and Administration (F&A) set a deadline of
October 23, 1998, for delivery of completed financial statements, the first set of
statements was not received until December 16, 1998.  These statements, however,
contained numerous calculation errors and material unsupported or unexplained
numbers.  After several revisions, the final balance sheet and operating statement were
delivered January 11, 1999, and the final statement of cash flows, January 15, 1999.
The many problems with the authority’s financial statements contributed to the delay
in completing the Tennessee Comprehensive Annual Financial Report.

• A large number of material journal entries were proposed well past the cutoff date of
September 11, 1998, established by F&A; the authority continued to submit entries
until January 6, 1999.  The total amount of entries on the State of Tennessee
Accounting and Reporting System (STARS) made after the cutoff date exceeds $90
million.

 
• The authority was notified in 1997 that GASB Statement 31, “Accounting and

Financial Reporting for Certain Investments and for External Investment Pools,”
would require that investments be reported at fair value beginning with the 1998 fiscal
year.  Between October 26, 1998, and January 5, 1999, the auditors received seven
different fair value calculations and related journal entries— all of them incorrect.

 
• The auditors were advised to use STARS reports to prepare the working trial balance,

although the STARS reports were incomplete and therefore inaccurate.  Despite
frequent requests from the auditors, some necessary STARS reports which were no
longer available from F&A were not provided.

If the authority had developed guidelines and procedures as recommended in the prior
audit, staff might have had less difficulty producing accurate and timely financial statements.
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Recommendation

Management should establish adequate written policies and procedures to provide
personnel with proper guidance for the accurate and timely recording of accounting transactions,
to ensure the reliability of financial reporting.  Management should take steps to ensure that
appropriate personnel comply with these policies and procedures on a timely basis.  Care should
be taken when preparing documents and schedules to ensure their accuracy and timeliness.

Management’s Comment

We concur.  A change in staff occurred in March of 1998.  At the time, management made
the decision to split the job function as it was difficult to respond to all requirements of the then
current job for both General Obligation and Tennessee State School Bond Authority debt in a
timely manner.  There was little time for transition training, and accounting was behind at that
time.  Even with the additional staff member, program considerations within the authority
prevented the accountant from performing catch-up responsibilities.  At this time, additional staff
has been hired.  Written policies and procedures have been prepared for most functions.  Updating
the policies and procedures is a continuing process that staff members perform whenever new
issues arise.  It appears that future financial statements will be timely.

2. Cash reconciliations were not properly performed

Finding

The authority did not properly reconcile the cash accounts.  As a result, the cash accounts
contained several significant discrepancies.

As a standard procedure, the auditors requested a reconciliation of the beginning cash
balance in STARS to the ending balance, showing all increases and decreases in cash.  Staff
attempted such a reconciliation; however, not all increases and decreases could be accounted for.
The auditors then attempted to prepare the reconciliation using supporting documentation for the
transactions that processed during the year.  However, the authority could not provide supporting
documentation for a $448,811 increase in cash on deposit with the State Treasurer and a $10,263
increase in “cash with fiscal agent.”

The reconciliation mentioned above is used in preparing the Statement of Cash Flows.
However, the statement did not balance by $205,603, and was adjusted.  Part of the difficulty in
reconciling cash was because the authority did not maintain adequate detailed financial informa-
tion and because numerous entries were incorrectly made and then inaccurately reversed in the
cash accounts in STARS.
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The authority did not properly reconcile “cash with fiscal agent” in STARS to the bank
statement.  As a result, the authority’s balance sheet shows an amount of “cash with fiscal agent”
that is $133,281 less than the amount reported by the bank.  Since the amount was not material to
the financial statements, an adjusting entry was not made.

Accurate accounting for cash is necessary to provide confidence in the integrity of the
financial statements.

Recommendation

Monthly reconciliations of the cash accounts should be performed to ensure that any
problems or errors are discovered timely.  Any discrepancies should be promptly investigated and
resolved.

Management’s Comment

We concur.  Following a previous recommendation, an additional staff member has been
hired.  Bank statements are being reconciled monthly.  Furthermore, we are taking steps to
assume more control over the allocation of interest revenue to the projects from the trustee.  We
believe that these steps will enable staff to perfect the cash reconciliation.

3. The schedule of receivables and supporting documents contain significant discrepancies

Finding

The authority maintains a schedule of receivables that shows the amounts due from the
higher education institutions.  This schedule also reconciles these receivable amounts with the
total debt service due.  A review of the schedule of receivables revealed discrepancies between the
schedule of receivables and the supporting documents and schedules.

• Numerous errors in the schedule of receivables and journal entries forced repeated
revisions, resulting in lengthy delays and duplicated effort.  The auditors requested the
schedule of receivables in June 1998.  Between September 15, 1998, and January 12,
1999, ten different schedules of receivables— all of them incorrect— were given to the
auditors.

 
• There was a $214,748 difference between the total receivables reported on the final

schedule of receivables and the total on the amortization schedules that reflect total
debt service due.  Authority personnel could not explain the difference.

• There was an $11,885 difference between the unamortized cost of issuance reported
on the schedule of receivables and the amount recorded in STARS.
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• The debt service reserve amounts on the schedule of receivables are $21,914 less than
those on the bond payment schedules by project.

Management and staff of the authority had identified some of these differences prior to the
audit.

Recommendation

The amortization schedules should be used as the basis for preparing the schedule of
receivables.  These schedules should be reconciled before final issuance of the schedule of
receivables.  Authority personnel should continue to investigate and correct the differences
between the schedule of receivables and supporting documents.

Management’s Comment

We concur.  In the process of preparing for the audit, staff and management reported that
there were discrepancies in the receivable report that should be corrected.  Some of the
discrepancies dated back 8-10 years.  The time needed to correct the errors would have been
extensive.  We were advised to continue to use old numbers (which had not been corrected),
perform consistent amortization calculations based on past years schedules, and make the
corrections during the ensuing fiscal year.  However, as the year-end process continued, several
corrections were necessary and agreed to by the Department of Finance and Administration and
by staff to close the year-end.  At this time, the most egregious errors have been corrected.  We
are working to correct the receivable in the one remaining bond issue.  The error does not appear
to be material.

Auditor’s Comment

We concur that the error does not appear material.
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Independent Auditor’s Report

January 22, 1999

The Honorable John G. Morgan
Comptroller of the Treasury
State Capitol
Nashville, Tennessee 37243

Dear Mr. Morgan:

We have audited the accompanying balance sheets of the Tennessee State School Bond
Authority, a component unit of the State of Tennessee, as of June 30, 1998, and June 30, 1997,
and the related statements of revenues, expenses, and changes in retained earnings and cash flows
for the years then ended.  These financial statements are the responsibility of the authority’s
management.  Our responsibility is to express an opinion on these financial statements, based on
our audits.

Except as discussed in the following paragraph, we conducted our audits in accordance
with generally accepted government auditing standards.  Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free
of material misstatement.  An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements.  An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation.  We believe that our audits provide a reasonable basis
for our opinion.

Governmental Accounting Standards Board Technical Bulletin 98-1, Disclosures about
Year 2000 Issues, requires disclosure of certain matters regarding the year 2000 issue.  The
authority has included such disclosures in Note 7.  Because of the unprecedented nature of the
year 2000 issue, its effects and the success of related remediation efforts will not be fully
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The Honorable John G. Morgan
January 22, 1999
Page Two

determinable until the year 2000 and thereafter.  Accordingly, insufficient audit evidence exists
to support the authority’s disclosures with respect to the year 2000 issue made in Note 7.
Further, we do not provide assurance that the authority is or will be year 2000 ready, that the
authority’s year 2000 remediation efforts will be successful in whole or in part, or that parties
with which the authority does business will be year 2000 ready.

In our opinion, except for the effects of such adjustments, if any, as might have been
determined to be necessary had we been able to examine evidence regarding year 2000
disclosures, the financial statements referred to above present fairly, in all material respects, the
financial position of the Tennessee State School Bond Authority, as of June 30, 1998, and June
30, 1997, and the results of its operations and cash flows for the years then ended in conformity
with generally accepted accounting principles.

As discussed in Note 6 to the financial statements, the Tennessee State School Bond
Authority implemented GASB Statement 31, Accounting and Financial Reporting for Certain
Investments and for External Investment Pools, in conformity with generally accepted accounting
principles.

In accordance with Government Auditing Standards, we have also issued our report dated
January 22, 1999, on our consideration of the authority’s internal control over financial reporting
and our tests of its compliance with certain provisions of laws, regulations, and contracts.

Sincerely,

Arthur A. Hayes, Jr., CPA, Director
Division of State Audit

AAH/rm




























